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SUBJECT: PRIME MINISTER REPLLIES ON PL 480 ATTACKS 
REP: A) COLOMBO 1435 B) COLOMBO 2790 

1. SUMMARY: PRIME MINISTER MADE LENGTHY REPLY ON 
SEPTEMBER 18 TO N,M. PERERA'S OFT-REPEATED VAGUE ACCUSATIONS 
OF IMPROPER USE OF PL 480 COUNTERPART RUPEE 

FUNDS BY EMBASSY AND BY PREVIOUS UNP GOVERNMENT. 

CITING LETTERS, DIGURES, PACTS AND DATSU SHE SEEMS TO 
HAVE DEMOLISHED THIS PARTICULAR LINE OF ARGUMENT, 
RELEGATING IT TO REPUSE PILE OF EXPLODED PARTY 
SHIBBOLETHS WHICH REMAIN ARTICLES OF FAITH ONLY FOR 
THE INCORRIGIBLY FAITHFUL. END SUMMARY. 

2. INCLUDED IN PRIME MINISTER BANDARANAIKE'S 3-1/2 
HOUR REPLY ON SEPTMBER 18 TO THE SEPTEMBER 3 SPEECH 
IN THE NATIONAL STATE ASSEMBLY BY JUST-FIRED PINANCE 
MINISTER N.M. PERERA WAS A LENGTHY REPUTATION OP HIS 
VAGUE CHARGES OF MISUSE OF PL 480 FUNDS. 

3. SHE BEGAN WITH AN APRIL 21 NEWS TORY OF CHARGES 
BY N.M. OF MOUNTING US EMBASSY PL 480 RUPEE 
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WITHDRAWALS, ME HIONED HER OWN IMMEDIATE STEPS TO LOOK 
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INTO MATTER, AND CITED AN APRIL 18 LETTER FROM N.M. TO HER 
DELIVERED ONLY SEVERAL DAYS LATER. SHE CONTINUED HER 
INQUIRIES, RECEIVED AMBASSADOR VAN HOLLEN AT HIS 
REQUEST, THEN WROTE TO N.M. ON MAY 28, WITH 
AMBASADOR'S EXPLANATION THAT WITHDRAWALS WERE FOR 
IGMBASSY OPERATING EXPENSES AT NORMAL RATE, EXCEPT 
FOR ONE RS. I MILLION WITHDRAWAL FOR DEPOSIT IN 
GRINDLAY'S BANK IN ORDER TO TAKE ADVANTAGE OF MORE 
FAVORABLE INTEREST RATE. EMBASSY HAD SOUGHT TO TRANSFER 
RS. 2.5 MILLION FOR THIS PUPOSE, BUT TREASURY 
HAD REPLIED IT COULD ONLY RELEASE RS. I MTU .TON: 

BECAUSE IT DID NOT HAVE MORE CASH AT HAND. SHE REFEREED TO 

N.M.'S STATEMENT AT MAY DAY RALLY AD 

ASKED FOR ANY FURTHER EVIDENCE HE MIGHT HAVE. 

4. NM. REPLIED ON JUNE 2 THAT HIS APRIL 18 LETTER 
HAD NOT BEEN CHARGE AGAINST EMBASSY, BUT MERELY 
EXPRESSION OF "DISQUIET" AT WITHDRAWALS. HE ASKED 
FOR COCUMENTS FURNISHED BY AMBASSADOR, AND PRIME 
MINISTER SENT THEM ON TO HER FINANCE MINISTER ON 
JUNE 8, AGAIN ASKING N.M. FOR ANY EVIDENCE HE 
MIGHT HAVE, ON WHICH HE HAD BASED HIS CONCLUSIONS. 

5. IN IMPORTANT LETTER OF JULY 31 HE HAD REPLIED 
A) AS FINANCE MINISTER HE DID NOT HAVE POWERS TO 
INVESTIGATE ACTIVITIES OF AN EMBASSY, ESPECIALLY 
THOSE WHICH OCCURRED UNDER PREVIOUS SRI LANKA 
GOVERNMENT; B) PL 480 AGREEMENTS HARE SIGNED BY 
EXTERNAL RESOURCES DIVISION, WHICH IS PART OF 
PRIME MINISTER'S MINISTRY OF PLANNING AND ECONOMIC 
AFFAIRS; C) THAT, IN SEEKING TO WITHDRAW FUNDS 
FROM TREASURY TO PLACE IN PRIVATE BANK FOR 
HIGHER 

INTEREST RATE, EMBASSY WAS VIOLATING UNDERSTANDING 
WITH TREASURY THAT LATTER WOULD KEEP FUNDS AND PAY 
1-1/2 PERCENT INTEREST; D) HE WAS NOT WITHHOLDING 
ANY INFORMATION, BECASUSE IF HE HAD HAD ANY AHE WOULD 
HAVE MADE POSITIVE ACCUSATION, WHICH HE WAS NOT 
DOINT, BUT MERELY ASKING FOR A PROBE; E) INVESTIGATION 
SHOULD BE MADE OF WHY THERE WAS A SUDDEN DISBURSEMMEMNT 
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BY EMBASSY OF RS. 15,168,149.96 ON FEBRUARY 17, 1969 
AND HOW SUCH LARGE SUM CAME TO BE IN TREASURYNT 
THE TIME; AND F) EMBASSY LOAN OF THAT SUM TO GSL ON 
THAT DATE SHOULD HAVE BEEN SHOWN IN 1968-69 BUDGET 
BUT WAS NOT. 

6. BALANCE OF PRIME MINISTER'S REMARKS WERE 
EXHAUSTIVE REBUTTAL OF ABOVE POINTS. N.M. EVIDENTLY 
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DYS ONE THING IN PUBLIC AND ANOTHER IN HIS PRIVATE 
CORRESPONDENCE WITH HER, APPARELY ASSUMING PUBLIC 
WILL NOVER KNOW THE DIFFERENCE. BETWEEN JUNE 1968 AND 
JANUARY 1969 OVER RS. 66 MILLION WAS DEPOSITED IN 
US ACCOUNT WITH TREASURY, OE WHICH RS. 25 MILLION 
HAD BEEN WITHDRAWN, LEAVING BALANCE OF RS. 41 
MILLION AT TIME OF FEBRUARY 1969 LOAN. THE PROJECT 
AGREEMENT OF FEBRUARY 17, 1969 SET FORTH PURPOSES 
OF LOAN, AND ITEMS OF EXPENDITURE WERE THOSE FOR 
WHICH PROVISION HAD BEEN PREVIOUSLY MADE IN 1968-69 
BUDGE ESTIMATES. IN MARCH I96#:PUBLISHED SESSIONAL 
PAPTER REPORTED THAT A LITTLE OVER 13 OF THE 15 MILLION 
HAD BEEN EXPENDED BY SEPTEMBER 30, 1969. 

SIMILAR PAPTER A YEAR LATER SHOWED IT HAD ALL BEEN DISBURSED 

BY SEPTEMBER 30, 1970. THESE ACCOUNTS WERE 

CERTIEIED BY THEN AUDITOR GENERAL, IN SECOND CASE 

AFTER N.M. HAD ASSUMED FINANCE MINISTRY, AND EXAMINED 

BY ASSEMBLY'S PUBLIC ACCOUNTS COMMITTEE CHAIRED BY 

BERNARD SOYSA, PARTY COLLEAGUE OF N.M. THESE PATERS 

SHOW ENTIRE SUM HAD BEEN CREDITED TO CONSOLIDATED 

FUND, AND AS SUCH COULD ONLY BY LAW BE PAID ON 

WARRANTS SIGNED BY MINISTER OE FINANCE. 

7. PRIME MINISZHR SAID SHE HAD EXAMINED RECORDS 
OF EMBASSY WITHDRAWALS AND DID NOT FIND THOSE IN 
MARCH AND APRIL 1975 UNUSUAL BY COMPARISON WITH 
EARLIER OCCASIONS. THE 1 MILLION DEPOSITED IN 
GRINDLAYS BANK IS STILL THERE, AND SHE TABLED 
CERTIFICATE TO THAT EFFECT FROM BANK. SINCE N.M. 

HAS NOT BEEN ABLE TO FURNISH ANY OTHER EVIDENCE, #3 
BELIEVES THIS CONCLUDES MATTER. SHE PLACED IN 
THE RECORD ALL THE CORRESPONDENCE TO WHICH SHE HAD 
REXMRRED. 

UNCLASSIFIED 

UNCLASSIFIED 

PAGE 04 COLOMB 03017 221237Z 


8. FULLER ACCOUNT OF THE PRIME MINISTER'S REMARKS 
IS BEING FORWARDED BY AIRGRAM. 

VAN HOl.I.EN 
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